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Invitation to Our Celebration
The School of Business Administration at the University of
Montana celebrates its 50th birthday in 1968-1969, and to com
memorate this Golden Anniversary year a public lecture
series on Business and Science has been made possible by a
grant from the S & H Foundation, sponsored by the Sperry
and Hutchinson Company, and by further support from the
Chamber of Commerce of Missoula.
Coordinator George J. Brabb, Professor in the Department
of Management, will present five lectures, spaced throughout
the school year, given by recognized leaders in the scientific
practice of business and the business side of scientific endeavor
in the modern world.
The dates, speakers, and titles for the five free lectures are:
November 1, 1968
Dr. Gary M. Andrew, Professor of Quantitative Analysis
School of Business Administration
University of Minnesota, Minneapolis, Minnesota
The Management of Science and the Science of Manasement”
December 11, 1968
Dr. Raymond G. Hunt, Professor of Psychology
State University of New York, Buffalo, New York
“Innovation and Invention”
February 7, 1969
Dr. Ronald S. Paul, Senior Member
Corporate Staff, Battelle Memorial Institute, Seattle,
Washington
“The Science Business—Pure and Applied Research and
Its Support”

April 4, 1969
Mr. James Alcott, Economist
Midwest Research Institute, Kansas City, Missouri
“Science, Business and Regional Resource Development”
May 7, 1969
Dr. Alfred Etter, Ecologist
Defenders of Wildlife, Aspen, Colorado
“Dilemmas of Development”
All lectures will begin at 8:00 p.m. on the indicated dates in
the Music Recital Hall on the Missoula campus.
In addition to the public lecture series described above, a
series of campus appearances by businessmen and government
officials is being planned. Another attraction will be a speakers
bureau at the school which will make faculty and student
speakers available to interested groups for the purpose of tell
ing the story of modern education for business. These speakers
will also describe the present status and future prospects of the
only School of Business Administration in the State of Montana
and trace the growth of the Bureau of Business and Economic
Research which is expanding rapidly in its service to the State
of Montana under the leadership of its new director, Dr. Wil
liam Diehl.
The year’s activities will culminate in a Golden Anniversary
Day celebration in May which will include an open house at
the School of Business Administration designed to depict the
history and prospects of the School and of the Bureau of Busi
ness and Economic Research. Student projects developed in
regular business administration classes will also be presented.
A cocktail hour followed by a banquet will give old friends a
chance to meet one another and also to get acquainted with
students who may be business leaders in tomorrow’s Montana.
Fifty years of progress is an event worth celebrating. We
hope that many friends and alumni of the School of Business
Administration will all turn up to help light the candles on the
Anniversary cake.

About the Authors
Currently a Professor of History at the University of Mon
tana, Dr. K. Ross Toole is the author of this issue’s “Direc
tor’s Desk.” Before joining the University of Montana faculty
in 1964 Dr. Toole held various positions including the Director
ship of the Historical Society of Montana, of the Museum of the
City of New York, and of the Museum of New Mexico. As an
expert in the field of western history, he has written several
historical books on Montana and the West and has held various
editorial positions with the American Heritage, the Montana
Magazine of History, and the University of Montana Press.
In this issue, Mr. Earle C. Thompson, Dean of Library Ser
vice for the University of Montana Library, discusses the longestablished library system in Montana in his article “The
Status of Library Development in Montana.” Since 1949 he
has held several positions with Emory University, Louisiana
State University, and is currently with the University of Mon
tana Library.
“Trust Services of Commercial Banks” is authored by Dr.
Edward K. Gill who is presently an Assistant Professor of Ac
counting and Finance in the School of Business Administration
at the University of Montana. From July 1961 to September
1964, Dr. Gill was retained as an investment analyst with the
Bank of America in San Francisco, California and as an admin
istrator with the Fresno Trust. Dr. Gill joins our staff after
having taught at the University of Oregon for two years.
Dr. Jack Kempner and Mr. Gary Demaree coauthor this is
sue’s “A Case for Raising Montana’s Accounting Standards.”
A Professor of Accounting at the University of Montana, Dr.
Kempner joined the staff in 1956, and prior to that time taught
at Columbia University, Balboa University, the University
of Colorado, and Ohio State University. He took a leave of
absence for two years from the University of Montana to assist
in Michigan State University’s Brazilian Program by institut
ing a graduate program at the School of Business Administra
tion in Sao Paulo, Brazil.
Mr. Gary Demaree is currently on the staff of the Galusha,
Higgins, and Galusha CPA firm in Helena, Montana. Grad
uated from the University of Montana in 1964, Mr. Demaree
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is presently Chairman of the Legislative Committee of the Mon
tana Chapter of CPA’s.
Formerly a Professor at the University of Washington’s
School of Business and Graduate School of Business, Dr.
George J. Brabb has written the article “Computers in Mon
tana. Since 1958, he has participated in many consulting, ad
visory, and research efforts. Dr. Brabb is also the author of
several articles, monographs, and books in the business field
and is now writing a book entitled Introduction to Quantita
tive Management.
The triumvirate of Dr. Samuel B. Chase, Jr., Dr. William D.
Diehl, and Dr. Peter Formuzis has been enlisted to write the
article “Revenue Potentials of the State Income Tax and a
State Sales Tax.” Presently active in his professorship in the
Department of Economics, University of Montana, Dr. Chase
was previously employed by the Brookings Institute in Wash
ington, D. C. He is a member of many faculty committees at
the University of Montana and has also contributed many
articles and books in the field of economics.
Dr. W. D. Diehl became the Director of the Bureau of Busi
ness and Economic Research on June 1, 1967. Prior to this time
he was Director of Research at the Montana State Board of
Equalization. He also served as a member of the Civic Design
Study Committee on the Federation of Rocky Mountain States,
a director of the Mid-Continent Research and Development
Council, and served on the Legislative Council Taxation Task
Force from May of 1965 until November 1966. Dr. Diehl has
written several articles and publications dealing with various
aspects of population and taxation.
An Assistant Professor in the Department of Economics at
the University of Montana, Dr. Peter Formuzis has contributed
articles in economic journals. He received his Ph.D. from
Michigan State University in 1968, after completion of his B.A.
degree at Washington State University in 1963.
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DR. K. ROSS TOOLE
Hammond Professor of History
University of Montana, Missoula

A couple of years ago I was working late one evening in my
office in the Liberal Arts building. It was a beautiful snowy
night—great soft snow flakes coming down—warm.
As I left my office about 9:30, I heard sounds of revelry
coming from across the campus and I walked over to see what
was up. In front of one of the dorms the students were in
volved in a snowball fight.
I stood there for perhaps 15 minutes, thinking of my own
undergraduate days and appreciating the good time these stu
dents were having. Then I walked through the melee, ducking
a few snowballs. At home my 20 year old son, a student at the
University, was watching television and I asked him why he
wasn’t out on the campus having fun.
The next morning I picked up a newspaper and read the
inch-high headline, RIOT ON UNIVERSITY CAMPUS.
Now it is true that someone had called the police after I left
—and it is true that a police car arrived, and it is true that the
patrolman was an enormously tempting target. But RIOT!!!
That is quite a word for a campus snowball fight.
I relate this story by way of cautioning you that when you
read of dire things occurring on this campus, it may make you
feel more comfortable if you check the facts before you con
clude that your children are in terrible jeopardy here.
The University attracts a lot of press attention. It always
has. As an historian I have had a lot of fun gathering stories
which date back to the last century involving this institution.
It has been variously described in the press as a “hot bed of
Bolshevism,” which was very popular in the 1920’s, a place that
teaches smut, (which is a recurring story—about every four
years) a country club playhouse, a reactionary factory, a left
wing paradise, a slackers’ haven, etc.
''Address given by Dr. Toole at the special Parents’ Convocation during
Orientation activities, University of Montana, September 1968.

10

MONTANA BUSINESS QUARTERLY

In the meantime it has graduated 23,257 students, many of
whom have had distinguished subsequent careers and very few,
if any, of whom have been corrupted by whatever this univer
sity was accused of being at any given time.
Now I do not mean to imply that there is no ferment on this
campus. There is. Nor do I mean to imply that the student
unrest which is sweeping the nation’s campuses has no reflec
tion on this campus. It has.
Practically every publication on higher education warns
that colleges and universities can expect greater turmoil this
year than last. The Chronicle of Higher Education, for in
stance, for September this year, says, “If you want a schedule
of where the campus violence will occur this fall, just get a
copy of the itineraries of the presidential candidates.”
I do not think that any university administrator or faculty
member fully understands all the causes for such widespread
and vehement student unrest. But I believe all of them take
it seriously. And no one, faculty or administrators, those in
daily contact with students, doubts that a very large number
of earnest, honest and thoroughly decent students (not hard
core agitators) are deeply concerned about the state of the
world, the country, the state of higher education, the state of
society—and this concern reflects itself in unrest and, some
times, protest. It may do so here—no one can say.
Whether it does or not, it is worth reflecting for a moment
about what a University is—about what your young sons and
daughters are about to experience.
This University is not just an extension of a large high
school away from home. The entire principle upon which a
University operates (and upon which they have operated for
centuries) is different from high school. Many critics of this,
and other Universities, simply do not understand this—and it
is usually their failure to understand it that leads to criticisms,
to demands that the University conform to certain rigid and
narrow rules of propriety and tight regulation in the classroom.
A University operates on several basic assumptions. Among
them are these:
1) That in an incredibly short time your sons and daughters,
now entering as freshmen, will be running the United
States of America and will have tremendous responsi
bility for what happens not only here, but in the world.
Because this is true, and time is so short, (however young
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these people seem to you today) a University serves no
function if it relies on spoon feedings; if it seeks to pre
sent only one view of things and to hide others; if it
seeks only to indoctrinate; if it seeks to protect your
children’s minds (and they are not children) from un
pleasant facts, new ideas, and things that are wrong.
3) The University assumes that you have worked hard and
honestly with these young men and women for eighteen
years. It assumes, therefore, that they are mature enough
to look in all the corners (including the dark ones) to
search out facts and truths wherever their curiosity
leads them. It assumes that they are strong enough and
tough minded enough to be exposed to all points of view,
pleasant or unpleasant, agreeable or disagreeable—left,
right and middle.
4) The University assumes that in four short years these
young men and women will be entirely loose in a world
that is full of trouble, dangers, hypocrisies, and terrible
wrongs—so its function is not to protect their innocence,
not to treat them as “older children” who must not
glimpse nasty truths—but it is rather to sharpen their
critical sense, and toughen their minds—because they will
desperately need these weapons, and very, very soon.
5) The University assumes that this is the only real chance
that these young men and women will have, freed from
most economic pressures, to probe, to question, to search
and to develop on their own into thinking, tolerant, yet
tough minded citizens.
I said on their own. There are a half million books in this
library; there are close to 350 faculty members; yet neither the
books nor the faculty guarantee anything. The faculty designs
a curriculum; it lectures, discusses, teaches, consults; in short,
it guides. It gives the students the keys to doors, but they must
open the doors themselves. It does not, because it cannot, think
for them or even tell them what or how or when to think. It
puts the tools there and sets the time aside for the students to
get the feel of them and use them. That is all.
Between the books, the faculty and nearly 7,000 other students
(from all over the country and the world) your sons and
daughters will be exposed to all variety of opinions—political,
economic and social. The opinions will range from extreme
right to extreme left, and everything in between; from evolu-
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tion to revolution, from old to new, from traditional to experi
mental. Some of it may not be pleasant, or right, or even,
sometimes, proper in terms of commonly accepted mores.
But without this range, this variety—without the freedom
to explore everything, all sides, all views, all opinions—this
would not be a University.
In short, we have great faith in what you have done as par
ents. Accordingly, we feel no need to act in a parental role, to
act as censor, to hide or restrict ideas, to forbid exploration—to
narrow the horizon.
If you seek this protective role for your young men and
women (and a few parents do) then you should not enroll them
here.
Now, I am talking about the freedom to explore—not about
a license to indoctrinate or corrupt or subvert. I am not talking
about propaganda. I am talking about responsible and honest
people, the administration and the faculty, all of whom, to my
knowledge, feel very deeply the responsibility with which they
are charged. It is an awesome trust and they know it.
We may well make mistakes, but we will try very hard not
to. We know what these young men and women mean to you
—and we know what they will mean to the country—and to
the future.
We are grateful, very grateful, indeed, that they are here.

The Status of Library Development
In Montana
EARLE C. THOMPSON
Dean, University of Montana Library
University of Montana, Missoula

Libraries are no johnny-come-lately thing in Montana. Since
its early days the state has had, in addition to private collec
tions, libraries such as that established for Anaconda by Mrs.
Phoebe Apperson Hearst, or those one-room libraries at its col
leges, or the scattered municipal or county libraries. And they
were widely scattered. As late as 1956, twenty-seven of the
fifty-six counties in the state had no tax support for libraries
and no library service. Local expenditure for library service
totaled no more than $601,757 in all the state—an amount to
tally inadequate for the needs of even such a small effort.
The establishment of a State Library in 1946 made no signi
ficant impact on the situation. With a budget of only $21,507,
a collection of some 26,000 volumes, and only 900 square feet
of space in a decrepit building on the University campus at
Missoula, it could offer only token service to a few individuals,
schools, or public libraries. Nor could it act as a state library
agency should, to develop library service and facilities. Most
libraries in the state held jealously to their local autonomy and
had little resource or inclination to contribute to another com
munity or to other library needs.
It was not until passage of the Library Services Act of 1956
that the tide began to turn for Montana libraries. This federal
law provided funds to be allotted to each state, with certain
matching and maintenance-of-effort requirements, to be used
to promote the extension of library services to areas with no
services or inadequate services, to promote interlibrary co
operation, and to assist in providing certain specialized library
services. The act wisely stipulated that its provisions should
not interfere with state or local initiative and responsibility in
the conduct of public library services. It did require, however,
that each state should submit a plan for the proposed extension
of library services to be approved by the Commissioner of
Education and to be administered by the state library admin
istrative agency. The law in its 1956 form was intended to pro-
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vide for the extension of library service in rural areas only; a
reenactment in 1964 created the Library Services and Con
struction Act, which removed this restriction and made it pos
sible to further develop library service in urban areas as well.
At the same time the new act greatly increased the funds to be
made available to each state and provided for matching grants
for public library construction. Amendments to the Library
Services and Construction Act in 1966 further extended the
services and facilities to be provided, increased funds again,
and broadened the base of library development. It is signifi
cant that this library legislation has been among the more
popularly-supported items of legislation in Congress and has
survived a number of efforts to curtail it or to discontinue it;
in fact, it has always emerged stronger than before.
As is so often true, the stimulus of additional and outside
money set in motion a wave of library awareness which has
carried forward library development in a way that still con
tinues. Librarians, governing bodies, administrators, and in
terested citizens all became aware of the problems and needs
of libraries and, significantly, found some solutions.
With the role and authority which the Library Services Act
gave it, the Montana State Library assumed the direction and
leadership of this movement toward better library service in
the state. By law, the Montana State Library Commission is
empowered:
To give assistance and advice regarding the establishment of or
improvement of tax-supported or public libraries in all coun
ties, cities, towns or regions of the state;
To maintain and operate the state library, and to administer
its functions;
To serve as the agency of the state to accept and administer
any state, federal or private funds made available for library
purposes, and to establish the regulations for dispersal of such
funds;
To provide library service to the blind;
To furnish, by contract or otherwise, library service and assis
tance to state officials and departments, and to residents in
the state who are inadequately served by a local library;
To act as a state board of professional standards, to develop
standards for public library operation and for certification
of librarians; and
To employ as its executive officer a librarian who shall have
responsibility for carrying out the program and policy of the
Commission.

STATUS OF LIBRARY DEVELOPMENT
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It is within this framework that the Montana State Library
meets, to a degree, the standards adopted by the American
Library Association for library functions at the state level.
The plan drawn up by the State Library, in cooperation with
the Library Development Committee of the Montana Library
Association, was among the first to be accepted by the Office
of Education. Its first major provision was for strengthening
the state agency. A second provision was for the establishment
of systems of libraries in the state, through library demonstra
tions. Federations of libraries were chosen as the most ap
propriate means of instituting cooperative library service,
while recognizing the long tradition of local autonomy and
vested property rights which prevailed in many areas. It was
felt that the federation would retain the advantage of a local
library, while bringing increased efficiency through coopera
tive and centralized purchasing and processing, as well as
specialized leadership from the resources of the larger unit.
The federations were determined by contiguity and homo
geneity of population, ease of communication between units,
and the professional leadership available at the federation
center.
Acting upon this basis, four federations have been estab
lished and are providing high-quality service to fifteen counties
in the state:
Northwest Montana Federation, which includes Lincoln, Flathead, and Sanders counties.
Great Falls Federation, which includes Cascade, Pondera, and
Teton counties.
Sagebrush Federation, which includes Custer, Carter, Dawson,
Fallon, Garfield and Rosebud counties.
Big Sky Federation, which includes Beaverhead, Jefferson, and
Madison counties, and the city of Helena in Lewis and Clark
County.

(A fifth federation is being sought with Billings as its center,
to serve Yellowstone County and some nine counties surround
ing it, as well as the Crow and Northern Cheyenne reserva
tions.) All of these federations were established through
library demonstrations by the State Library to show what
library service could be and do, followed by the adoption of the
necessary tax-base by the county to continue the operation.
Such a demonstration seldom fails to sell the idea, and the idea
seldom fails to materialize into a library. Yellowstone and
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Beaverhead counties are the exception to this so far. In the
former, the county commissioners seem strangely reluctant to
agree to the establishment of a library system in spite of over
whelming popular support for it; in the latter, a vote failed
to create the necessary tax-base, and service will continue on
the basis of volunteer contributions for the present.
It is apparent that the federation system leaves many coun
ties on their own. This does not mean that library service is
not available in them; actually only some 60,000 of Montana’s
population of over 700,000 remain without any direct library
service. The situation does show, however, that even though
there is favorable sentiment for the establishment of other
federations, the strong centers upon which they must be based
do not exist in those areas. It is here that the continuing chal
lenge and effort lie.
In accordance with the state plan approved in 1957, and as a
natural result of the role given it by both LSA and state legis
lation, the State Library has been strengthened greatly. With
its headquarters moved to Helena, in vastly improved quarters
including 25,000 square feet of space, it can now offer more
direct and more complete service to state officials and agencies
and can respond more effectively to their needs. The State
Library’s book collection total some 95,000 volumes; its staff
includes five professional and twelve nonprofessional and cleri
cal members. The appropriated budget has reached the $100,000
level, an increase of more than 300 percent over 1956. It par
ticipates in a state hot-line system, and its own in-WATS line
allows daily contact with libraries throughout the state. An
increasing number of workshops, in-service training institutes,
and consultative visits have been made possible through fede
ral funds. A generous scholarship program has stimulated pro
fessional library education as well as in-service training.
The efforts of the State Library have been enhanced by
several legislative provisions made in 1965 and in 1967. In
these, the duties and responsibilities of the State Library Com
mission and its service agency, the State Library, were spelled
out more fully. A uniform public library law for both cities
and counties was passed, increasing the permissible levy for
libraries. Provision was made for the distribution of state
documents and publications through the State Library. Legis
lation permitting interstate compacts for library service as
well as such compacts between different levels of local govern
ment and between governing bodies at the same level, estab
lished a broader base for interlibrary cooperation.

STATUS OF LIBRARY DEVELOPMENT
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The efforts of the State Library toward achieving the goal
of making total library service available to all residents of the
state, and its success in these efforts, may be reviewed effec
tively through the provisions of the revised Library Services
and Construction Act which forms the framework for its
activities.
Title I of LSCA makes available federal funds for the exten
sion of public library service to segments of the population who
have no service or inadequate service. These are to be matched
with state or local funds. It is these funds which have sup
ported much of the growth of the State Library; they have also
supported the demonstrations which have stimulated increased
local support for libraries as well as permitted the extension of
the federation system. This combination of state and federal
funds will also permit much of the catching up necessary to
approach a level of service which will meet ALA standards in
collections, staff, and services.
Title II provides funds, again on a local matching basis, for
the construction of public library buildings. Six new or en
larged buildings have been made possible in the state through
this assistance—Great Falls, Miles City, Sidney, Glasgow, Wolf
Point and Billings. Other projects have been approved in
Kalispell, Valier, and Baker, while several applications are
pending decision and availability of funds.
Title III of LSCA, concerned with the promotion and sup
port of interlibrary cooperation, is an outgrowth of the concern
felt to a growing degree by librarians and library users for the
extension of library services through all types and levels of
libraries—the total service concept which is the goal for Mon
tana libraries. Through various approaches in the several
states, effort is being made to pool the resources and facilities
of school, public, academic, and special libraries. This is being
sought through cooperation, whether formal or informal,
rather than the formation of large units of administration and
control. The term “network of libraries” is being used often
to indicate the nature and scope of the effort. Networks in a
locality, under this concept, could share their services, co
ordinate their acquisitions programs, and in some instances
centralize some routine functions; but most importantly, they
could make the resources of each accessible to all. Local net
works could be a part of a state network, which in turn could
become an element in regional, and ultimately a national, net
work. Of necessity, a great part of this sort of development
must wait upon the future, as both funds and technology can
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be tapped, and as the human resources necessary may become
available.
It is in this area of interlibrary cooperation, however, that
the greatest potential for Montana can be found, and the
greatest effort is being made. As required by the act, an Ad
visory Council of prominent library friends has been named.
Its function is to advise the State Library Commission in the
establishment of a state plan for interlibrary cooperation and
in its implementation. Recognizing the scarcity of resources
in the state and the enormity of the need, the plan which the
State Library is promulgating is modest. Rather than embark
ing on sophisticated automated or highly-mechanized systems,
the initial effort has been to make possible a simple telephone
link between the major libraries in the state, between federa
tion centers and their cooperating libraries, or between a main
library and its branches. It has actually been a significant
triumph to have telephones installed in some of the small
public and school libraries and in some branches. Long range
planning is underway for a more sophisticated system and for
tying in the state communications network with those of ad
jacent states, or with the states in the regional library associa
tion. But in spite of the “dream literature,” which promises
the imminent application of a highly advanced technology, it
will be a long time before individual libraries in Montana, to
say nothing of a state network, can be tied to the Library of
Congress or to some other large center.
Cooperation among libraries is being achieved in the area of
interlibrary loans, speeding them up, and opening the resources
of the larger libraries in the state, chiefly academic libraries,
to the whole state through a controlled system. Cooperation
between libraries of differing type and level has been promoted
within the Montana Library Association, and by the various
planning committees of that group, and of the State Library.
Cooperative projects have been undertaken and an encourag
ingly cordial relationship established among all libraries and
librarians.
As concrete evidence of this environment of cooperation,
representatives of all libraries in Missoula initiated and par
ticipated in a recent study to determine specific methods of
formal cooperation in that area. The study, supported by Title
III funds, was made by Mr. James Marvin, Director of the
Topeka, Kansas, Public Library. His report will be published
shortly and is expected to contain recommendations for the
implementation of an information or resource network for the
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area, channelizing the efforts of and access to the various
libraries and their services. It will be important, naturally, to
retain the integrity and autonomy of each library to avoid
diminishing its services to its particular clientele, but at the
same time to enlarge the resources that each clientele can
utilize through planned and active cooperation. The results of
this study should serve as a pilot for an extension of this con
cept at the state level, coming nearer the goal of total library
service for all Montana residents through effective use of all
our resources.
Title IV of the LSCA has two parts. Part A provides funds
for the development of library service to state institutions.
Until recently only planning funds have been available, but a
small appropriation has made possible a start toward meeting
the vast needs of our institutions. The Advisory Council men
tioned in relation to Title III will also advise the State Library
Commission on the administration of Title IV funds. The
principal effort will be to provide in each institution library
materials appropriate to the recreational and rehabilitation
needs, as well as to some of its professional staff needs. This
is being done through the enlargement of collections in each
institution, the provision of attractive and functional library
quarters, and the employment of librarians to administer each
library. Each institution presents its own problem and must
be served individually. The collections established in each
will, again, be enhanced through access to the collections of
the stronger public libraries in each area, as well as other
libraries in the state. The most gratifying advances have been
made at the hospital at Warm Springs and at the prison at
Deer Lodge. Much of the success of efforts under this title will
depend upon the ability and willingness of the institutions to
contribute their own share of the project.
Part B of Title IV provides for the development of library
service to the physically handicapped. This program was ori
ginally limited to the blind, but now includes all handicapped
persons who cannot see adequately, hold, or turn pages of a
conventional book. Service to the blind was included in the
mandate to the State Library Commission by the state legis
lature and, until recently, has largely been conducted through
contract with the Library for the Blind in the Seattle Public
Library which in turn participated in the program for the
blind of the Library of Congress.
Under the new provisions of Title IV B, the State Library will
assume administration of the Library of Congress program for
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the blind in Montana which provides Talking Books and the
necessary machines. The recordings will be distributed by the
State Library, while the machines will be available from the
libraries in each county. In addition, both the public libraries
and the State Library will provide in increasing quantities, as
funds permit, large print books, projectors, page turners, and
musical recordings for those with varying handicaps. Although
this service is new and cannot be evaluated fairly at this time,
it may be significant that 140 of its 685 readers have been added
to the program since it was wholly assumed within the state.
It is quite evident that the Library Services and Construc
tion Act in its latest form encompasses all the facets of library
service to the public which the State Library is expected to
provide under its mandate from the Legislature through the
State Library Commission. And it is equally apparent that the
program in progress under the state plan for LSCA provides
for some degree of service in each of those facets. Montana
is moving progressively toward its goal of total library service
through the application of both federal and state funds,
through the stimulation of local libraries and governing bodies,
and through their cooperation with the State Library and with
each other. For those closely associated with library develop
ment, this is more than gratifying; it is actually encouraging.
The attitudes and environment for the extension and strength
ening of library service in Montana are firmly fixed. The
framework is established and proven effective. There is needed
only the continuing and growing support from state and local
agencies for Montana libraries to catch up with their dreams
and even more. All libraries and all library interests are con
cerned. Although the school libraries are served through dif
ferent state and federal programs, as are the academic libraries,
both of these groups must play a role in the local and state
patterns of service. In turn, each will benefit from the greatly
increased resources, the increased interrelationship, and the
strengthening of the total library resources and facilities in
the state.
Cooperation and outside assistance do not mean loss of local
control. In this case, they mean increased local autonomy and
prestige through an improved and more widely-accepted pro
gram. They offer a more salable program through greater
service and effectiveness. They offer the only hope for Mon
tana libraries to achieve their goal of total library service to
all residents of the state.

Trust Services of Commercial Banks
EDWARD K. GILL
Assistant Professor of Finance
University of Montana, Missoula

Besides providing the familiar lending, checking account,
savings, and safekeeping services, many commercial banks
also perform a number of trust services of which many people
have limited understanding. The purpose of this article is to
describe in a general and somewhat abbreviated manner the
trust services which commercial banks as corporate trustees
may perform.
Of the approximately 13,700 banks in the United States,
slightly more than 3,000 provide trust services to some extent.1
Since fewer than one-fourth of our banks provide trust ser
vices, the term “corporate trustee” rather than “bank” will be
used to avoid the impression that all banks provide the des
cribed services. Many banks, particularly small ones, do not
perform trust services because small volumes of trust business
are seldom profitable. The term “corporate trustee” refers to
a corporation engaged in trust activities under authority of
law. Some other corporate trustees exist which do not have
commercial banking affiliations, but there are probably fewer
than 100 of these.2
Bank trust activities are heavily concentrated in the most
populous states. Half the value of all bank-managed trust
assets is concentrated in New York, Pennsylvania, Illinois, and
California. As urbanization, the volume of wealth, and the
complexity of tax laws and other problems of property man
agement increase, however, trust activities of commercial
'Loring C. Farwell et. al., Financial Institutions (4th ed.; Homewood
Illinois: Richard D. Irwin, Inc., 1966), p. 433.
■'One authority on trust business has stated that:
“Throughout the common law world, wherever trust business
as a private enterprise has been developed, it has shown an
affinity, first for banking, and second for insurance. In only
a few countries, and in those on only a comparatively small
rate, has the pure trust company, wholly dissociated from a
bank, thrived.”
See Gilbert Thomas Stephenson, Trust Business in Common Law
Countries (New York: Research Council, American Bankers Associa
tion, 1940), p. 658.
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banks in the less-densely populated states are becoming more
and more important.
Trust activities consist almost entirely of the supervision,
care, and protection of property, both real and personal. The
situations under which it may be desirable to place property
under the care of a corporate trustee, and thus the types of trust
activities, may be divided into two broad classes: those under
court jurisdiction (public) and those which are private.
Those categories of trust business which are considered to be
matters of public interest are settlement of estates, testamen
tary trusts, and guardianships.

Settlement of Estates
Under court appointment a corporate trustee serves as exe
cutor, administrator, or as administrator-with-will-annexed in
settling the estate of a decedent. Each of these functions may
be performed by an individual as well as by a corporate trustee.
An executor is named in the will of the decedent to settle the
estate. When a decedent leaves no valid will, the title is admin
istrator. Where there is a valid will, but no executor is named,
or the one named cannot or will not serve, the title is administrator-with-will-annexed. Court appointment is required in
all cases, whether the will names an executor or not.
A corporate trustee may also serve as coexecutor, sharing
the duties with one or more parties; as ancillary executor to
care for property in a state other than that of the decedent’s
legal residence; or as probate agent or court depositary. These
appointments carry limited duties which aid individual exe
cutors.
An attorney’s services are required by law in the settlement
of estates, just as they are in all of the trust activities which
come under court jurisdiction. The attorney, as attorney for
the estate, prepares all documents and accountings, which he
then presents to the court. Most appropriately, the attorney’s
services should start well before death occurs, with the prepar
ation of an adequate will for the individual, advice on trusts,
gifts, joint tenancies, or any of a number of other estate plan
ning matters.
The settlement of the estate involves assembly and care of
the decedent’s property, payment of taxes and valid creditor’s
claims, and final distribution according to the terms of the will
or according to state law if there is no valid will. While these
duties may be stated simply, their performance frequently is
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not a simple matter and requires considerable expertise. The
decedent’s property may be in varied forms, such as crops and
livestock requiring immediate, specialized care, an operating
business which would suffer by being closed during probate,
a partnership interest or other interests which are difficult
to evaluate, or personal items which may have little monetary
value but which are very important to one or more family
members. Other assets may be difficult to locate, such as debts
owed the decedent or the contents of a safe deposit box which
the decedent wanted to keep confidential.
The estate cannot be settled until creditors have had ample
opportunity to present their claims. Usually the law requires
publication of a notice to creditors during the initial period of
probate, after which a designated amount of time exists during
which creditors may present their claims. Any claims appear
ing at all doubtful should be approved by the court before pay
ment.
Final distribution must also await payment of all taxes. The
estate becomes a separate entity for income tax purposes at the
time of death, so part-time income tax returns usually result
for the estate as well as for the decedent. Federal estate and
state inheritance tax returns usually must be prepared. Com
munity property laws, joint tenancies, choices of valuation
dates, gifts made prior to death, and a millenium of other fac
tors add to the complexity.
Distribution itself may not be simple. In some cases heirs
and legatees cannot be located. In others, assets which must
be liquidated have very limited markets.3 Distributions to
minors or incompetent persons cannot be made directly. If
there is no guardian of the estate of such a person, one must be
appointed before distribution can be made. The final closing
of the estate requires a court order which is provided only after
it is shown that settlement is complete.

Testamentary Trusts
As their name implies, these trusts are created by the “last
will and testament” of a deceased person and may be admin
istered by an individual or corporate trustee.4 A trust (this
“The author worked on one estate in which the primary asset was a
church. Its sale, necessary to effect distribution, was a very lengthy
process.
*In past years the word “testament” referred to the bequeathal of per
sonal property. The title “will” is now taken to cover both real and
personal property, so the word “testament” is no longer essential.
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definition also applies to living trusts described below) is a
fiduciary relationship which is characterized by the transfer of
legal title to the trust property from the creator (trustor) to the
trustee (an individual or corporate trustee), the property to be
managed for the benefit of a third party (the beneficiary). In
the case of a testamentary trust, the property goes through
probate with final distribution to the trustee.
Through a testamentary trust an individual can retain sig
nificant control of his property beyond his death to assure the
care of a loved one, to provide funds for the college education
of a grandchild, or for any number of reasons. Trusts are not
allowed to exist perpetually; but, since most states allow trusts
to continue for the lives of any number of persons living at the
time of the creation of the trust plus 21 years, a testamentary
trust usually will serve the intent of the decedent.
A testamentary trust may produce a considerable savings in
taxes. For example, rather than leave his property to his wife,
who in turn would leave it to their children, a man might
create a testamentary trust with his will, with all income to be
paid to his wife, and with the principal to go to the children on
the death of the wife.3 Thus, rather than being reduced by
federal estate taxes twice (on the death of each), the husband’s
estate is taxed only once, on his death, before it passes to the
children.
Besides complying with the terms of the trust, caring for
the trust property, and handling tax and investment matters,
the trustee, corporate or individual, must also report periodi
cally to the court, giving a full accounting of all receipts and
payments, dispositions and acquisitions, and so forth. The re
port is a legal document prepared and presented by the attorney for the trustee.

Guardianships
In some states the title “conservator” is given to the guardian
of the; estate; of an incompetent person. The term “guardian
ship is used here to relate to the estates of both minors and
incompetents.
A corporate trustee usually serves as guardian of the estate
only. The guardian of the person, if one is appointed, is usually
a relative or other individual who can see to the personal care
5Under such trusts the wife frequently has freedom to invade the principal of the trust in case of need.
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of the minor or incompetent. Title to the property does not
pass to the guardian as it does to the trustee.
The duties of the guardian of the estate include care of the
property, collection of income, payment of expenses and taxes,
investment management, and so forth, until the minor becomes
of age or the incompetent is restored or dies. Accountings must
be made to the court, usually on an annual basis.
Many of the problems of administering guardianships arise
as a result of actions of the minors or incompetents. A minor
may be a delinquent, incurring fines or other expenses which
are charged against his estate. An incompetent, especially one
of healthy body, may be particularly prone to involvement in
problem situations which must be rectified by the corporate
trustee.
Private trust activities which are not matters of public in
terest are classified as living trusts, life insurance trusts, trust
indentures, agencies, and pension and profit-sharing plans.

Living Trusts
Living trusts may also be termed private, voluntary, or in te r
vivos trusts. A living trust is established with a written agree
ment, usually prepared by an attorney, between the creator of
the trust (trustor) and the trustee (corporate or individual).
The trust comes into being while the trustor is alive; thus the
name “living trust.”
Title to the trust property passes to the trustee who then
manages it in accordance with the trust agreement for the benefit of a third party, the beneficiary. Anyone may be bene
ficiary, including the trustor. The trust can continue beyond
the trustor’s death, thus avoiding the probate of the trust pro
perty. When the trust finally terminates, the principal passes
to the remainder beneficiary, as opposed to the income bene
ficiary who receives the income produced by the trust during
its existence. These two may be the same individual or organ
ization when for some reason the trustor wants to delay de
livery of certain assets until some future date.
A living trust may be revocable or irrevocable, depending
largely on its purpose and tax considerations. An irrevocable
trust cannot be terminated by the trustor, once created
except in some cases with the consent of a third party in whose
interest it would be for the trust to continue. There may be
many reasons for choosing one of these forms over the other
but tax savings are usually a factor in making a trust irrevoc
able. If a trust is revocable, it is subject to state inheritance
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and federal estate taxes on the death of the trustor; however,
the trust should still serve to reduce costs of probate. If the
trust is irrevocable and qualifies otherwise (e.g. the trust was
in existence for over three years prior to trustor’s death, and
thus not considered to be made “in contemplation of death”), it
is not subject to inheritance and estate taxes. Amounts de
posited in an irrevocable trust will be subject to gift taxes; but,
by spreading these deposits over a number of years, the ef
fective gift tax rate should be far below the federal estate tax
rate. Income tax savings may also be achieved with an ir
revocable trust.

Life Insurance Trust
A life insurance trust consists, while the trustor is alive,
wholly or in part of one or more life insurance policies. On the
death of the trustor the proceeds of the policies are paid to the
trustee (as named beneficiary), and thereafter the estate
created by the policies is managed on behalf of the bene
ficiaries named by the trustor.

Trust Indenture
A trust indenture is the instrument under which corporations
or municipalities issue bonds. As trustee under a trust inden
ture, a corporate trustee acts for the holders of the bonds. In
the case of secured issues, the titles to the property securing
the bonds is vested in the corporate trustee. If the issuer de
faults, the trustee must foreclose or take such other action
spelled out in the indenture.

Agencies
Under an agency agreement, the title to the property does
not pass from the principal to the agent; and the duties of the
agent are usually of a limited scope. Probably the most impor
tant of these is the investment management agency. The owner
of stocks, bonds and/or other securities, deposits these with the
corporate trustee, which then collects dividends, interest, and
takes care of other duties of a clerical nature. More important,
the corporate trustee develops investment recommendations
which the principal may approve or reject or which may be
implemented without the principal’s awareness if such discre
tion is granted in the agency agreement. All corporate trustees
should have one or more officers with considerable knowledge
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of investments; indeed, in many cases separate departments
staffed with specialists in investments are maintained. Cor
porate trustees are placing ever-increasing emphasis on invest
ment management.
Other types of agencies, besides the probate agency men
tioned earlier, include:
(1) Custodianship of Securities where the corporate trustee
provides safekeeping and clerical services (collects dividends,
interest, etc.) only in regard to stocks, bonds, and/or other
securities.
(2) Transfer Agent where, as agent for a corporation, the
corporate trustee handles the transfer of shares of stock. This
includes canceling old certificates, issuing new certificates, and
recording changes in ownership.
(3) Registrar where the corporate trustee checks the can
cellation and issuance of shares of stock by the transfer agent
to prevent negligent or fraudulent overissuance of those shares.
(4) Dividend Paying Agent where the corporate trustee (us
ually the one who is transfer agent) handles payment of cash
dividends to a corporation’s shareholders.
(5) Corporate Depositary where the corporate trustee holds
the bonds and shares of stock of corporations going through
reorganization.
(6) Escrow Holder where the corporate trustee receives from
two or more parties, money, securities, or other documents to
be delivered upon the meeting of certain conditions. The prin
cipals are usually a buyer and a seller, or a borrower and a
lender.
In addition to the above, corporate trustees may perform a
number of other agencies for stock brokers, investment funds
corporations and individuals.

Pension and Profit Sharing Plans
Corporate trustees manage many of the private pension and
profit sharing plans of corporations and other employers. A
pension plan calls for payments into a fund to be made by the
employer in accordance with needs established by actuarial
projections. Under a profit sharing plan the amounts paid in
depend on the firm’s profits. Both types of plans have the basic
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purpose of providing retirement incomes for employees, but
these plans may provide significant tax benefits for both em
ployees and employer. Contributions to a qualified plan are
tax deductible to the firm and frequently can be invested in
the sponsoring company’s securities or loaned outright to the
company, thus giving it the use of the funds. For the employee,
the contributions are not taxed, thus providing him with tax
free, though deferred, income. The benefits are taxable when
paid, but the retired taxpayer is likely to be in a very low tax
bracket.
The duties of the corporate trustee in administering pension
and profit sharing plans consist of receiving contributions,
managing investments, keeping records, and making benefit
payments. The investment management aspect is very impor
tant. Actuarial projections are made on the assumption of cer
tain levels of income, and the future welfare of the company’s
employees is partially dependent on the corporate trustee’s
investment performance.
The corporate trustee has claim to a number of advantages
over individuals in the performance of trust activities. Con
tinuous existence may be the most important of these, for the
corporate trustee will continue to exist long after the death or
incapacity of an individual who may be named to manage a
trust account. Other advantages of the corporate trustee should
include superior ability (since its officers should be experts in
performing trust services), impartiality (no favoritism enters
into decisions, as might happen with an individual trustee),
and financial responsibility (the corporate trustee should have
sufficient financial resources to guarantee its performance).
True an individual may have advantages in the performance
of some trust activities. In the settling of an estate, he may be
able to employ a close familiarity with the decedent’s affairs
and property; and he may be willing to accept smaller fees
than would a corporate trustee.
The extent to which any one bank performs all of the ser
vices described above may be very limited. Many banks per
form no trust services at all. Others have extensive trust de
partments and may provide numerous services other than those
described above. There are many variations in the laws of the
50 states, but the above descriptions should give a general
understanding of the most important trust services provided by
commercial banks.

A Case for Raising
Montana’s Accounting Standards
JACK J. KEMPNER
Professor of Accounting
University of Montana, Missoula
and
GARY E. DEMAREE, C.P.A,
Galusha, Higgins & Galusha, Helena

An estimated million people work at some form of account
ing in the United States today. Although these accountants
are involved in a wide variety of activities from simple book
keeping to the controllership function of large corporations,
this article is concerned with the services performed by public
accountants. It is even more closely concerned with the service
known as the “attest function,” and how attesting to the fair
ness of a client’s financial statements is related to the public
welfare.
Accountants in government or industry serve only their
particular agency or company in the capacity of employees.
Public accountants, on the other hand, stand ready to offer
their services to anyone who wishes to engage them. While
the public accountant offers a variety of services—such as pre
paring tax returns or installing accounting systems—conduct
ing an audit and expressing a formal opinion as to whether the
financial statements are fairly presented is probably the most
sensitive service he performs. In no other endeavor of account
ing do outsiders rely so heavily on the opinion of the auditor.
Stockholders, bankers, general creditors and prospective in
vestors normally have no other means of verifying the financial
stewardship of management.
When an independent public accounting firm attests to the
fairness of the financial statements, the public should have a
right to assume that:
1. The statements have been examined by a person fully qualified to express an expert opinion.
2. Enough supporting evidence has been examined to justify
the opinion.
J
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3. The statements have been prepared in accordance with gen
erally accepted accounting principles.
4. The auditor stakes his reputation on the soundness of his
opinion.

Equally important, the outsider has a right to assume that
the auditor is independent of any financial interest in the com
pany under audit and that his opinion is completely free of any
bias; otherwise attesting to the fairness of the financial position
of a particular firm would be meaningless. There are any num
ber of accounting-trained employees who would be qualified
to conduct an audit and express an opinion on the financial
statements of their company. However, since they may be in
fluenced by management, their opinion can hardly be con
sidered objective.
Since absentee owners, creditors and government agencies
rely on the opinion of the independent public accountant, they
should be able to be certain that they are obtaining reliable
information. They need assurance that a man who offers his
services to the public as a professional accountant possesses
three basic characteristics: 1) competency in his field; 2) com
plete objectivity when expressing an opinion; and 3) unques
tionable integrity.
Let’s consider competency first. In most states an individual
is not considered qualified to practice as a certified public ac
countant until he has completed a minimum of formal educa
tion evidenced by a bachelors degree, passed a rigorous uni
form examination (prepared and graded on a national basis)
and obtained practical experience by working for a certified
public accounting firm for one or more years. Qualifications
for a licensed public accountant are somewhat less restrictive,
but a certain amount of basic experience still is required.
In states where regulatory legislation has been enacted,
certified and licensed public accountants are under the control
of a state board of accountancy which is empowered to en
force regulations assuring the independence of its practitioners.
Most of these regulations prohibit an accountant from ex
pressing an opinion on financial statements if: 1) he had any
direct financial interest or material indirect financial interest
in the enterprise under audit; and 2) he was connected with
the enterprise as a promoter, underwriter, director, officer, or
key employee.
It is difficult to measure or quantify the integrity of an indi
vidual, nevertheless any profession worthy of the name must
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develop certain standards of ethical behavior that members of
their profession must follow. The public accounting profession
has such a code of ethics and, where state laws provide for
enforcement, a state board of accountancy is the enforcement
agency that carries out the mandate of the legislature. Mem
bers of the profession who fail to conform to the rules of con
duct necessary to maintain a high standard of integrity may
forfeit their right to practice by losing their certificate or
license.
Montana statutes currently provide for control over certified
public accountants but make no provision to control those who
simply “hang out a shingle” and choose to call themselves pub
lic accountants. The Montana State Board of Examiners and
the University Committee on Accountancy (responsible for
enforcing the present statutes relating to CPA’s) have no con
trol over anyone else who attests to the financial statements of
others. At present, anyone may express a formal opinion con
cerning the financial position of an enterprise even though he
may have a sizable financial interest in that firm or may be a
director or key employee in that enterprise. Since it is neces
sary neither to meet minimal education or experience require
ments nor to satisfactorily complete a written or oral examina
tion, there is no way to judge the competency of these indi
viduals either. They are not subject to a code of ethics nor can
any penalty be imposed for substandard reporting.
Although the present Montana code does provide for con
trol over its Certified Public Accountants, if a CPA should lose
his or her certificate because of failure to conform to profes
sional standards, that individual may then continue to practice
as a public accountant with no further fear of interference
from the state. That person could be prevented only from using
the word “certified” beside his name; he can express his ques
tionable opinion on financial statements and the public interest
be damned.
In view of the present statutes in Montana, how is the public
to judge the fairness of an opinion expressed by an accountant7
It would be unjust to say that only the CPA’s are qualified to
conduct an audit. Many practicing public accountants are
equally qualified and perform their work with the utmost pro
fessional integrity. But, actually, who is and who is not prac
ticing on a fully professional level? Is the public capable of
forming this judgment or, even more to the point, should the
public be forced to draw its own conclusions?
In the professions of medicine or law, the public is not ex-
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pected to decide who is qualified to practice. Statutory regula
tions protect the citizens of the state by spelling out certain
requirements and providing for continuing controls over those
who would call themselves physicians or attorneys. You are
tree to choose which doctor or lawyer you wish to engage, but
you at least know that you are making a choice from among a
list of qualified individuals.
At present there are no similar safeguards relating to the
public accounting profession in Montana. The American econ
omy as well as the economy in Montana, depends for its
smooth operation on the orderly and rational flow of credit and
investment. Without access to facts attested to by independent
and competent people, those responsible for the flow of vital
fmandai information would have their hands tied. But, again
m Montana who is to say which accountants are independent
and/or competent?
r
In order to further upgrade the accounting profession in
Montana, thereby protecting those who rely on financial in
formation amendments to the current statutes are being prob ;Sth , M h1 196V e?iSlatUre' These Pr°P°sals are sponsored
,7 lh.e Montana Society oi Certified Public Accountants and
the Montana Society of Public Accountants.
Montana is presently in the unenviable position of having
:- f T ^ nt+anCyTed^Cati0n and exPerience requirements
n the United States. In the public interest at the very least
anTthp3 mUSt keep abreast of the provisions in other states,’
B.proP°!ed bl11 1S similar to the laws already passed by
the thirty-six jurisdictions in the country.
*
o f ^ e r ^ f J i^ P ^ r 68 l 0r the regulation and licensing, not only
of Certified Public Accountants who are presently regulated
but who °L P1 U f CCOuntants wh0 are at present unregulated
re L 7 S inie7 rth+eless>
Perform the attest function With
respect to education and experience, the bill provides for a
ransition period of six years during which these requirements
f lE be gradually upgraded by steps, so that after 1974 a per^ deoS.l rin g !° obtain a certificate or license must be a college
graduate with one year of accounting experience. By then in
order to become certified, a person will have to pass the uni
form certified public accounting examination (similar to the
requirements of existing laws). An individual may obtain a
to Prachce as a public accountant if, in addition to meeth g t h e edJJcation and experience requirements cited above
^ Pf SeS the+Umf0rm examination in accounting practice and
e examination m either accounting theory or auditing or
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SOURCES OF DATA
N ational In d icato rs
Gross national product: U. S. D ep artm en t of Com m erce, O ffice of B usiness
Econom ics.
Disposable personal income: U. S. D ep artm en t of C om m erce, O ffice of
B usiness Econom ics.
Industrial production: B oard of G overnors of th e F ed eral R eserve System .
U nem ploym ent as a percent of th e labor force: U. S. D ep artm en t of Labor,
B u reau of L ab o r Statistics.
Wholesale price in d e x : U. S. D ep artm en t of L abor, B u re a u of L ab o r S ta 
tistics.
Consumer price index: U. S. D ep artm en t o f L abor, B u reau of L ab o r S ta 
tistics.
M ontana In d icato rs
B ank debits: F e d eral R eserve B an k of M inneapolis.
Em ployed w ork force: U nem ploym ent C om pensation Com m ission of M on
ta n a, in cooperation w ith th e U. S. D ep artm en t of L abor, B u reau of
L ab o r S tatistics. E xcludes m ilitary .
Nonagricultural em ploym ent: U nem ploym ent C om pensation Com m ission
of M ontana, in cooperation w ith th e U. S. D ep artm en t of Labor, B u 
re a u of L ab o r S tatistics. W age an d salary w o rk ers only.
U nem ploym ent as a percent of the labor force: U nem ploym ent C om pensa
tion Com m ission of M ontana, in co operation w ith th e U. S. D ep artm en t
of Labor, B u reau of L ab o r Statistics.
Average w eekly hours in m anufacturing industries: U nem ploym ent Com
pen satio n Com m ission of M ontana in co operation w ith th e U. S. De
p a rtm e n t of Labor, B u reau of L ab o r Statistics.
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holds a United States Treasury card, which entitles him to
represent clients before the Treasury Department.
In effect, the proposed legislation will set forth minimum
standards for those persons who hold themselves out to the
public as expert accountants and who attest to the fairness of
financial statements through the expression of a formal
opinion. In addition the public will be afforded further pro
tection, since both certified and licensed accountants will be
required to adhere to a single standard of competence and
ethical behavior as set forth and enforced by the State Board
of Accountancy. Passage of this legislation will bring the
standards of the public accounting profession in line with those
now prevailing elsewhere in the United States and, thus, give
to the citizens of Montana the protection which our modern
economy requires.
Although the proposed legislation is designed to protect the
public from substandard accounting, the bill also includes cer
tain protective features for those individuals currently en
gaged in accounting practice. No public accountant would be
deprived of the right to continue his practice so long as he
registers under the provisions of the bill. The proposed legis
lation automatically provides for licensing all persons who held
themselves out to the public as public accountants and who
were engaged as principals in Montana on the effective date
statute. (Persons serving in the armed forces on the
effective date of the act and who would otherwise qualify for
licensing may be licensed upon their return to civilian life.)
Individuals currently holding a certificate as a Certified Public
Accountant will also be protected since the new educational
and experience requirements are not retroactive.
Under the proposed law, it still will be possible for un
licensed persons to perform general accounting, bookkeeping
or tax services for more than one employer in exactly the
same manner as they do today. Unlicensed or non-certified
public accountants will be restricted only in that they will not
be permitted to use the title “certified” or “licensed” public
accountant, nor will they be permitted to exercise the attest
function by expressing an opinion on financial statements.
Naturally accountants working in private industry for the
government, or nonprofit organizations will not be affected hv
this legislation.
y
The public welfare, which is affected by the activities of pub
lic accountants, justifies the enactment of licensing laws which
establish measures of control and standards of competence for
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the professional practice of accountancy. Ultimately all pro
fessional accounting work should be performed by individuals
who have satisfied educational and experience requirements
and have demonstrated competence by passing rigorous writ
ten examinations. While other persons must be guaranteed
the privilege of seeking private employment as accountants or
offering varied bookkeeping, consulting, or tax services to the
public, they should not be permitted to perform the attest
function.
It has already been mentioned that the great majority of
states in the country already have adopted similar laws to
regulate the practice of public accounting within their borders.
By enacting the proposed legislation, Montana will also be in
a position to raise the standards of the profession, thereby
protecting the public from the dangerous effects of inferior
practice.

Computers in Montana
GEORGE J. BRABB
Professor of Management
University of Montana, Missoula

Of the 69,800 electronic digital computers installed in the
United States by June 1968, only 52 were located in Montana.1
This statement is based on the results of a survey among mem
bers of the Montana Data Processing Association, taken with
the assistance of Mr. David Cebien who helped to summarize
the survey results. Obviously Montana lags behind the nation
in the use of computers. The data given in Table 1 indicate that
Montanans are using computers at only about one-fifth the
average rate in the United States. Montana has only one com
puter for each 13,500 residents, one for each 4,200 nonagricultural workers, and one for each 300 firms. The nation averages
‘The M°ntana figure excludes computers located on military bases and
dedicated to military uses.
TABLE 1
RATIO OF POPULATION, NONAGRICULTURAL EMPLOYMENT
AND NUMBER OF FIRMS TO NUMBER OF COMPUTERS ’
IN MONTANA AND THE UNITED STATES

Computers __
Population
Nonagricultural
employment
Nonagricultural
firms .....

Nium ber of
P ersoi is an d F irm s
M ontana
U. S.

52
701,000

69,800
200,827,000*

220,300
16,186

R atio s o f Persoi as an d
Firm is to Comp uters*
M ontana
U. S.
M t./U.S.

13,500

2,900

5

70,527,000

4,200

1,000

4

3,457,722

310

50
6
are r°undedin recognition of uncertainty of basic data from
which they are derived.
“M^ thly Computer Census,” Computers and Automation, July
1968 (June data). Statistical Abstract of the United States, 1968 n 25
and 215 (1967 averages). Montana Labor Market, Unemployment Compensation Commission of Montana, December 1967 (fiscal 1967 data'*
ncludes only those firms whose employees are covered by unemolov
ment msurance.
wxranpiuy*Bureau of the Census estimate for May 1 , 1968.
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one computer for each 2,900 residents, one for each 1,000 nonagricultural workers, and one for each 50 firms.
The industry distribution of computers in Montana does not
reflect the distribution of firms by industry (see Tables 2 and
3). The banking industry is the heaviest user, with almost
one-fourth of Montana’s computers in firms in that industry. It
must be recognized, however, that many of the banks operate a
computer service bureau and provide computerized data pro
cessing services to customers. Banking and educational insti
tutions combined have installed approximately 40 percent of
the state’s computers. If independent service bureaus are
added, the three groups account for almost 50 percent of Mon
tana’s computers. Comparable figures for the nation are not
available, but it is doubtful that such concentration in banking
and allied areas would be as large.
Montanans buy their computers from fewer vendors than do
all United States business firms. Table 4 shows that 75 percent
of Montana’s computers are manufactured by the International
Business Machines Corporation (IBM), while only 60 percent
of all United States computers are made by IBM. For the other
25 percent, Montanans buy a larger share of their computers
TABLE 2
DISTRIBUTION OF FIRMS AND COMPUTERS IN MONTANA
BY INDUSTRY*
In d u stry

F irm s

N um ber
C om puters
12

Banking __
133
Education __
......
81
Government __ ____
N.A.C
Medical
761
Service bureaus ..
N.A.
Utility __________
820”
Wholesale trade ....
1,400*
O th e r ___
___ 12,991
T o tal__
16,186

9
5
3
4
3
4
12

52

P e rc e n t o f T otalb
Firm s
C om puters
1
23
1
17
10
5
6
8
5
6
9
8

80

23

100

100

•Industry breakdowns containing less than three installations have not
been given in order to preserve individual firm privacy.
‘'Figures may not add due to rounding.
CN.A. stands for data that is “not available.”
dData on firms are for transportation and utilities, not just utilities.
'Number of firms partially estimated by the author.
Source: Individual industry data for industries with reasonably stable
employment levels (banking, education, and medical) are from Table 3.
Remaining data are from the Montana Labor Market referenced in
Table 1.
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TABLE 3
DISTRIBUTION OF MONTANA FIRMS BY INDUSTRY
FIRST QUARTER, 1967
in d u s t rv
in d u s try

M in in g _____________ ______________
Construction ------------------------------------

N u m b er
o f F irm s

263

17

1,156

M anufacturing....................................
Transportation andutilities ..........
820
Wholesale tra d e _____________ _____
1 379
Retail tra d e -------------------------5,209
Finance, insurance, andreal estate _ 1,281
(Banking) -----------------------bervice and miscellaneous .......
3 ,745
(Medical) -----------------------(Education) --------------------------------(81)
M iscellaneous................

P e rc e n t
o f T otal

427

7.6
841
5 4
91

3^5
8 5

(133)“(0.9)
24 8
(’761)(5;0)
( 0 .5 )
28

___
T otal...........- ...........— ............
15,121
100
*( ) values not added into total because they are included in major
category values.
J
Source: County Business Patterns, 1967 (Montana), Bureau of the
Census, United States Department of Commerce, p. 3 .

from the National Cash Register Company and Burroughs
Corporation than does the rest of the nation. These data again
reflect that the sparsity of computers in Montana means that
only a few manufacturers can afford to establish sales and
service centers in Montana. All three of the companies most
active in Montana also produce and market lines of electromechanical data processing (EAM) equipment widely used in
smaii firms. The three firms already have sales and service
offices for servicing the EAM market among Montana’s smaller
firms. That Montana’s firms are indeed smaller on the average
than is true for the nation can be seen by computing the aver?T
g e.n^ ber ° f emPloyees Per firm ^ Montana and the total
United States from the data in Table 1. For Montana the
average is about 14 employees; for the United States the aver
age is about 24 employees. These figures are overstated since
the employment data given include many government em
ployees who are obviousiy part of larger organizations. This
bias affects the Montana ratio more than the national ratio
since government employment is a larger share of total employment in Montana than in most states
Tbe+f ° f raPbical location of the computers in Montana re
flects the distribution of population, government agencies, and
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TABLE 4
DISTRIBUTION OF COMPUTERS BY MANUFACTURER
M an u factu rer

M ontana
U n ited S tates
N um ber of P e rc e n t N u m b er of
P e rc e n t
Co:
C
om puters of Total" C om puters
of Total

International Business Machines 39
National Cash Register ..............
5
Burroughs ___________________ 4
Other ....................
4"

75
10
8
8

42,100
4,039
1,430
22,231

60
6

2
32

Total

52
100
69,800
100
“Figures may not add due to rounding.
bNo single manufacturer included in this category has more than one
computer in Montana.

educational institutions, as is indicated in Table 5. The largest
number of computers is located in Billings, the largest city
in the state; Great Falls, the second largest city, and Helena,
the seat of the state government, tie for second place. Mis
soula’s ranking in Table 5 reflects the size of the city and the
influence of government and education in the city’s makeup.
Butte, however, the fifth ranking city, has most of its com
puters in private firms, possibly a reflection of its historical
importance as a center of industry.
The survey also attempted to learn something about the
sophistication of computer uses in Montana. The data relevant
to this point are found in Table 6. Table 6 seems to indicate
that Montana computer usage is “applications-orientated.”
None of the respondents indicated an on-line, fast-response
system. Instead, most appear to be involved in “batch” pro
cessing of individual jobs one after another. Payroll was the
single most widespread application, followed by accounts
receivable and accounts payable accounting, with inventory
accounting and control in third place. Except for the educa
tional institutions, only a few engineering firms are using the
computer for nonbusiness applications. The engineers are
using it for design work.
Some other data which were collected reinforce the idea that
Montana firms are generally small and in the initial stages of
computer use. No more than two of the computers in Montana
fall in the “very large computer” class, using a classification
based on cost. On the basis of cost, “small” computers cost less
than $250,000, “medium” computers $250,000 to $1,000,000, and
“large” computers more than $1,000,000. Internal memory size
is a good indicator of computer capacity. Memory sizes of the
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central computer units exceed 12,000 words in only about onethird of the computers installed in Montana. About one-half of
the computers use punched cards as the primary source of in
put, an indication of unsophisticated data processing systems
and smaller equipment.
TABLE 5
GEOGRAPHICAL LOCATION OF COMPUTERS IN MONTANA
r uv

N u m b er of
C om puters

Billings __________________
Great Falls _______________
Helena ---------------------------Missoula __________________
Butte _____________________
Bozeman ...............................
Other _____________________
__ ________ Total
Figures may not add due to rounding.

TABLE

P e rc e n t
of Total*
21
19
19
14
12

11
10
10

7

e
4
4

52

o
o
100

6

COMPLEXITY OF COMPUTER APPLICATION AND
EQUIPMENT BY INDUSTRY
In d u stry

Banking
Education
Government
Medical
Service bureau
Utility

■
p,

M ost F re q u e n t
rn ? £ il,?^Son
* ° S le r t Ji?n
P a y ro ll)

F irm s
H aving
Use of
Use of
Use of
A ppli- M agnetic M agnetic P ap er
cation*
T ape11
D isk‘« Tape*

(%)

(%)

Deposit accounting 87.5
33.3
Grade reports ....... 75.0
33.3
N.R.- ---------------- N.R.
80.0
Patient records ..... 66.7
33.3
N.A.^
N.A.33.3
Accounts receivable
and payable ----- 100.0
33.3
Wholesale trade Inventory ............. lOO.O
N.R.
Other
Accounts receivable
7.7
and payable ....... 100.0
*N.R. stands for “not reported.”
^N.A. stands for “not applicable.”
‘Percentages of those responding to the pertinent question
^several firms did not report applications.
Percentages of all firms included in the survey.

(%)

(^)

22 2

22*2

50 0

16 7

60.0 NR
66 7
n
33*.3 NR
75.0

o
0

38.5

0

66 7

in

survey;
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Summary and Conclusions
Montana uses computers at only about one-fifth the rate at
which they are used nationally. Most of the computers used
in Montana are small and used mostly for batch-processing
applications. These facts are possibly a reflection of the small
sizes of Montana firms more than a reflection of backwardness
of Montana’s business management. This argument is but
tressed by the fact that Montana’s computers tend to be found
only in the major cities of the state. The largest users of com
puters in Montana are banks and educational institutions,
partly because most of the banks provide data processing ser
vices for their customers. In addition, there are four data pro
cessing service bureaus offering computerized data processing
services in the state.
Finally, this study must be recognized to understate the use
of computers by Montana businesses. Several members of the
Montana Data Processing Association contacted in this survey
indicated that their business organization here in Montana did
not have a computer on site but was using a computer located
out of the state. Since we could not be sure that all such uses
were reported, firm data could not be completely developed;
but there is an indication that the computer is being more
widely used in Montana than the data reported here would in
dicate. Also, the use is growing rapidly with four new systems
reportedly on order. Finally, existing systems are being con
stantly expanded and applied in more sophisticated ways.
Montanans will be using computers more and more as our bus
iness firms strive to catch up with the rest of the nation.

Revenue Potentials of the State Income
Tax and a State Sales Tax
SAMUEL B. CHASE, JR.
Professor of Economics
WILLIAM D. DIEHL, Director
Bureau of Business and Economic Research
PETER FORMUZIS, JR.
Assistant Professor of Economics
University of Montana, Missoula

Taxes and government spending were uppermost in the
minds of political candidates and voters in November’s state
elections. Judging from what was said by officeholders, office
seekers, and various citizens’ groups, state taxes are going to
be raised by the Legislature that convenes next January. How
much new money will have to be raised depends, of course, on
how much the Legislature decides to appropriate. In the think
ing of at least some participants and observers, however the
required amount will be substantial.
Decisions on tax policy are complex; and if they are to be
made properly, they must be based on a clear understanding
oi the implications of various alternatives. During the fall
months, a battle of considerable proportions was waged over
the issue of sales taxation. Montana is one of six states that has
so far not enacted a sales tax.
Some of the opponents of a sales tax argue that the state’s
revenue requirements for the upcoming biennium are not so
great as to necessitate an increase in taxes of the proportions
implied by adoption of a sales tax. Others, interestingly have
argued that a sales tax would not raise anywhere near the
amount of revenue claimed by its backers. Still others contend
that there is still room for, and need for, a major increase in
income taxes before a sales tax is called for.
1 pJ°P°nents of the sales tax, on the other hand, have con
tended its enactment is necessary if the state is to meet its
responsibilities without excessive reliance on income and nro
perty taxation.
F
The debate, then, centers partly on intriguing matters of tax
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policy and philosophy. But in part it has been based on the
conceptually simple problem of revenue estimation. That is,
the debate has been concerned with such seemingly simple
questions as the magnitude of a sales tax base, or the amount
income tax collections would increase if the present deducti
bility of federal income taxes on state tax returns were dis
allowed.
This paper estimates the revenues to the state that would
result from changing the income tax in specified ways or in
stituting a sales tax. It makes no attempt to offer a basis for
evaluating the alternatives. The estimates were made because
we think they can serve as one useful ingredient of a meaning
ful study of the issues involved, should the Legislature wish to
raise large sums of additional money. We have focused on only
a few of the possible alternatives—the ones we have heard
mentioned most frequently.

POTENTIAL YIELD OF SOME POSSIBLE
CHANGES IN THE INDIVIDUAL INCOME TAX
During the past several months there has been considerable
discussion of possible ways to raise more revenue from the
Montana individual income tax. Some of the questions raised
most frequently are: (1) How much additional revenue will
be generated by “natural” growth if the present tax remains in
effect during the upcoming (1969-1971) biennium? (2) If the
existing 5 percent credit against tax liability were elimin
ated, how much would revenue increase? (3) If the present
deductibility of federal income tax on the state return were
disallowed, how much additional revenue would be collected?
(4) How much will the recently-enacted 10 percent surcharge
on federal income taxes reduce state individual income tax col
lections?
This section offers answers to each of these questions. These
answers are estimates that represent our own best judgments
based on extensive analysis of available information. There
are, of course, numerous other possible changes in the income
tax that are not touched upon here.

Projected “Natural” Growth of Revenue from Taxes
The state’s fiscal year ends on June 30. Taxpayers’ liabili
ties, however, are determined on a taxable year basis. For
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nearly all taxpayers, the taxable year ends on December 31.
Actual tax payments—withheld taxes, quarterly declarations
of estimated tax, and payments due, net of refunds, at time of
filing—generally lag somewhat behind accruals of tax liabili
ties. About three-fourths of state tax receipts during any fiscal
year represent payments of tax liabilities for the taxable year
that ends during the current fiscal year. The other one-fourth
represents mainly payments of tax liabilities for the taxable
year that ends during the following fiscal year.
The first step in our analysis involves estimating taxable
year liabilities under the present income tax and the changes
in taxable year liabilities that would result from changes in
the tax. The second step involves distributing these tax liabili
ties to the fiscal years in which they will be paid to the state.
Projections of taxable year liabilities from the present in
come tax were made as follows: (1) The base of the income
tax, as defined by present law, for taxable years 1967-1971 was
projected. The latest complete data available are for taxable
year 1966. (2) Distributions of state taxable income by taxable
income brackets were estimated for each year of the projection.
(3) Taxabie income predicted to appear in each bracket was
multiplied by the marginal, or bracket, tax rate. (4) The yields
for the various brackets were added to obtain taxable year tax
liabilities.
Available data, and available knowledge about what deter
mines Montana’s income tax base, are so inadequate that no
really systematic, analytical projecting procedure is feasible
Our projection assumes a growth rate of 8.7 percent for 1967
and 1968; this rate of growth is consistent with data on tax collections in fiscai year 1966-1967. The projected rate of growth
tor 1969 through 1971 is on the conservative side. It is the
rate of growth for the two years 1963-1964. During
1965-1966, on the other hand, the actual growth rate was 9 9
percent per year.

The Five Percent Income Tax Credit
State Income Tax
The present schedule of tax rates, shown in Table 1 wa<?
nat.CHefd ^ S * 1967 LeP i a!ure- At ^ a t time, revenue antic?
pated from the new schedule of rates was higher than antici
pated needs. Accordingly, it was provided that taxpayers could
reduce tax liability (as calculated using the new rate schedule)
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by 5 percent. If the 5 percent credit were eliminated, taxable
year tax liabilities would rise by 5.26 percent.
TABLE 1
MONTANA INDIVIDUAL INCOME TAX RATE SCHEDULE
T axable Incom e
B u t N ot
O ver
O ver
i
0
$ 1,000
1,000
2,000
2,000
4,000
4,000
6,000
6,000
8,000
8,000
10,000
10,000
25,000

25,000

R ate of Tax

percent
3 percent
4 percent
5 percent
6 percent
7 percent
8 percent
10 percent
2

The Ten Percent Federal Income Tax Surcharge
The 10 percent federal individual income tax surcharge
enacted by Congress last summer was made effective retro
actively, to April 1, 1968. It is scheduled to lapse on June 30,
1969. Because federal taxes are deductible under the present
state income tax, the federal tax surcharge will reduce state
tax liabilities. This reduction was estimated to amount to 2.7
percent of state income tax liabilities for the period of the
surcharge.
The timing of revenue loss to the state is complicated by the
specific features of the federal tax law. The surcharge was
made effective April 1, 1968, but withholding of it did not begin
until July 15. It is anticipated that most of the liabilities for
the April 1-June 30 period will actually be paid during 1969.
Accordingly, we have allocated the deductions for that portion
if the surcharge to Montana returns for taxable year 1969.
Our estimate assumes that the surcharge will lapse, as sche
duled, on June 30, 1969. State individual income tax liabilities
for taxable years 1970 and 1971 are therefore unaffected by the
surcharge.

Elimination of Deductibility of Federal Income Tax
Estimation of the revenue that would be gained from eliminathe deduction of federal income tax paid on the state
individual income tax return is beset by numerous difficult
problems.
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The first step is to estimate federal taxes paid by Montana
taxpayers for each level of Montana taxable income. In gen
eral, the higher the taxpayer’s income, the greater will be his
federal income tax. Also, the higher will be the state marginal
(or bracket”) tax rate at which the now deductible payment
to the federal government will be taxed if the deduction is re
moved.
This estimate required hundreds of calculations. Separate
estimates are required for returns of single persons and for
marned c°uples who file jointly, since married couples can
spht their income for federal tax purposes by filing jointly.
I he next step entailed determining the influence of the stan
dard deduction. Persons who now take the 10 percent standard
deduction rather than itemizing deductions on their state re
turns would be unaffected, since if it is not advantageous for
them to itemize if the federal tax is deductible, it certainly will
not pay to itemize if deductibility of the federal tax is dis
allowed. On the other hand, disallowing the federal deduction
ould make it profitable for some persons who itemize under
the present law to switch to the standard deduction. For these
reasons, the state income tax base would not increase by the
t
a5 10UI?t o f f e d e r a .1 taxes paid by Montana residents
n he absence of firm data, it is necessary to estimate the
taxable income bracket who
(1) take the standard deduction in any event* (2^ shift
to the standard deduction if federal taxes were made nonfede“ral tix pa” d. * ‘0Se' “ 3 deduction' «*> * * amount of
Estimates of these three qualifications were made on the
basiS of information on federal tax returns published by the
cenetrnfalnReVienUe Sf ,vice and sampling estimates of t h l percent of people now taking the standard deduction on state rew ,nS t? °S - t,he Montana Tax Study, furnished by Professor
J tv! H‘ +^ 1C^S °f the University’s economics department
The estimates indicate that the state’s individual income tax
ake would rise by about 27 percent if deductions of the federal
tax on state returns is eliminated.

Projected Fiscal Year Collections
All of the estimates outlined above relate to individual in
come tax liabilities for calendar (taxable) years. In general
fiscal year receipts were estimated on the assumption fhat the
state receives 25 percent of total tax due for any taxaWe yla?

46

MONTANA BUSINESS QUARTERLY

before June 30 of that year, mostly from first quarter with
holding and declarations which are due on April 15. The re
maining 75 percent, it is assumed, is received by the end of the
following fiscal year (June 30). Thus, for example, 25 percent
of estimated tax revenue for taxable year 1970 was allocated
to fiscal year 1969-1970 and 75 percent was allocated to fiscal
year 1970-1971. However, a change in the income tax effective
January 1,1969, would probably not affect revenue during fiscal
year 1968-1969, because such a change would probably be made
too late to influence withholding and declarations of estimated
tax for the first quarter of taxable year 1969. Therefore, it was
assumed that the entire change in tax liabilities that would
result from amending the law as of January 1, 1969, would
show up in collections for fiscal year 1969-1970. In effect, the
state would receive a nonrecurring “dividend” in that year,
equal to an extra quarter’s receipts from a tax increase.

Revenue Estimates— Various Alternatives
A. Estimated Revenue From the Present State Income Tax for the
Current Biennium (July 1, 1967, to June 30, 1969):
Fiscal
Y ear

1967/68
1968/69

Incom e T ax
R evenue
(000)

$29,574*
$31,7002

Total

$61,274
Actual fiscal year 1967/1968 collections. Our procedure estimated the
1967/1968 fiscal year collections 1.6 percent below the actual collections.
“Includes allowance for revenue lost due to federal income tax surcharge.
B. Estimated Income Tax Revenue From the Present State Income Tax
for the Biennium July 1, 1969, to June 30, 1971:
F iscal
Y ear

1969/70
1970/71

Incom e T ax
R ev en u e1
( 000 )

$34,700
$39,000

Total
$73,700
Increase over present biennium due to growth: $12,400,000.
'If the present federal income tax surcharge extends through the 1969/
1971 biennium, state income tax revenue will be about $1.5 million less
than shown here.
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C. Estimated Income Tax Revenue for the 1969/1971 Biennium if the
Five Percent Credit Against State Tax Liability is Eliminated (effective
January 1, 1969):
Fiscal
Y ear

1969/70
1970/71

Incom e T ax
R ev en u e1
( 000 )

$37,000
$41,000

Total
$78,000
Increase in revenue due to elimination of 5 percent credit: $4,300,000.
'This estimate assumes no changes in state law except elimination of
5 percent credit.
D. Estimated Income Tax Revenue for the 1969/1971 Biennium if Deduction of Federal Income Tax is Disallowed:
Fiscal
Y ear

Incom e T ax
R ev en u e1
( 000 )

1969/70
1970/71

$47,300
$49,500

Total

$96,800

$2 3 4 0 0 ,0 0 0 . in rGVenUe dUe

t0

disallowin« deduction of federal tax:

’This estimate assumes no changes in the state law except disallowing
deduction of federal tax.
Tax Revenue for the 1969/1971 Biennium if the
Five Percent Credit is Eliminated and the Federal Income Tax is Dis
allowed as a Deduction.
Fiscal
Y ear

1969/70
1970/71

Incom e T ax
R evenue
( 000 )

$50,200
$52,100

Total
$102,300
• In?r®ase.in revenue due to eliminating 5 percent credit
mg deduction of federal income tax paid: $28,600,000. and disallow-

Summary of Findings
b:enni“ m Ju]y 1; 1969-June 30, 1971, natural growth
f,®venuf from the individual income tax is projected at $12 4
million. Another $3.8 million could be raised by X t a a t i n g
the 5 percent credit. Eliminating the deduction of federal ax
paid would add $23.1 million to income tax collections If bo?h
the 5 percent credit and the deduction of federal taxes were
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eliminated, revenue would be raised by $28.6 million. This in
crease, together with natural growth in the tax base, would re
sult in total revenue from the income tax over the biennium
1969-1971 of $102.3 million, $41.0 million (67 percent) more than
the revenue we have projected for the current biennium.

POTENTIAL YIELD OF A SALES TAX
An alternative source of new revenue is a retail sales tax.
Only five states besides Montana do not impose sales taxes,
and considerable support has developed for enacting such a tax
in Montana. The five other states that do not impose sales
taxes are Alaska, Delaware, New Hampshire, Oregon, and Ver
mont. During the 1967 session of the State Legislature, a sales
tax bill passed the House, but was defeated in the Senate.
Our estimates of yield of a sales tax are gross in the sense
that we do not deduct costs which may be charged against the
revenue for administration and compliance. Administration
costs would be in the form of staff, facilities, etc., required to
administer the collection and enforcement of a sales tax. Com
pliance costs may be allowed by a sales tax law to allow bus
iness to recoup the costs to them of collecting a sales tax.
This section estimates the revenue potential of sales taxation
in Montana. Lack of suitable data makes it impossible to esti
mate the revenue from a retail sales tax in Montana with a
high degree of confidence. Nonetheless, it is possible to obtain
serviceable estimates. Below are two approaches to the prob
lem. The first uses information on yields of sales taxes in
nearby states relative to total personal income in those states
to estimate what the same taxes would yield in Montana, given
a possibly different personal income here. The second, entirely
independent method involves constructing estimates of the
components, or potential components, of a sales tax base for
Montana, using information on various kinds of spending
within the state. The estimates of these components are used
to project the yield of a “representative” sales tax for Mon
tana and, in addition, the yield of a sales tax that exempts
certain items that are typically subject to tax.

Estimated Yields Based on Experience of Other States
Several nearby states whose economies are in several im
portant respects similar to Montana’s levy sales taxes. They
are Idaho, Wyoming, Utah, South Dakota, and North Dakota.
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In each case, it seems reasonable to expect that, if Montana
were to adopt a tax with the same legally defined base and
rate, the state would receive about the same revenue per thou
sand dollars of personal income as is realized in the state that
levies the tax. Table 2 shows sales tax revenue, total personal
income, and sales tax revenue per $1,000 of personal income,
together with sales tax rates for each of these five neighboring
states in 1966. The final column of Table 2 shows the estimated
revenue from the same tax if it were adopted in Montana.
In fiscal year 1965-1966, according to this approach, the 3 per
cent Idaho sales tax would have yielded $36.4 million in Mon
tana; the 2.5 percent Wyoming sales tax $37.3 million; the 3
percent Utah sales tax $41.5 million; the 3 percent South Da
kota tax $34.4 million; and the 2.25 percent North Dakota sales
tax $28.6 million. Biennial revenue yields, at 1966 income
levels, would be twice as great—$72.8 million for the Idaho
tax; $74.6 million for the Wyoming tax; $83.0 million for the
Utah tax; $68.8 million for the South Dakota tax, and $57.2 mil
lion for the North Dakota tax. The average of the biennial
yields of these five sets of tax rates and bases if used in Mon
tana would have been $71.3 million. These figures do not allow
for growth of personal income since 1966. Accordingly, they
understate somewhat the yield that might be expected for the
1969-1971 biennium.

The Yield of a “Representative” Sales Tax for Montana
Our second approach estimates the yield of a “representative”
sales tax by applying the 3 percent rate most commonly
levied by states with sales taxes to those sales that are subject
to tax under the laws of more than half of the 46 sales tax
states. This approach requires determining just what sales
are typically taxed, and then estimating the amount of such
sales in Montana.
The base of a representative sales tax for Montana for fiscal
years 1969-1971 is shown in Table A-3. The following discussion
indicates what items are included in the base and some of the
more important features of the representative tax. Except as
noted below, the typical retail sales tax applies to all sales of
tangible personal property and to selected services.
Sales of Tangible Personal Property to Business Firms,

typically, sales of tangible personal property to business firms
are exempt from tax if the items are for resale. The apparent
purpose of such exemptions is to avoid “pyramiding” the tax—
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TABLE 2
SALES TAX REVENUE, TOTAL PERSONAL INCOME,
AND SALES TAX REVENUE PER $1,000 OF
PERSONAL INCOME FOR SELECTED STATES
1966-1967 Fiscal Year

State

Idaho

Sales12 Sales Tax
Tax
R ates as of
R evenue Ju ly 1/68
( 000 )

----------- $32,772

3.0%

Total3
P ersonal
Incom e
( 000 )

Sales Tax- Sales T ax4
R evenue
R evenue
P e r $1000 If M ontana
P ersonal H ad Each
Incom e
S tate T ax
( 000 )

$1,683,000

$19.47 $36,370
(23.04)" (44,720)°
Wyoming _______ 17,699
2.5%
887,000
19.95
37,266
Utah
55,846
3.0%
2,513,000
22.22
41,507
South Dakota ....... 30,905
3.0%
1,676,000
18.44
34,446
(20.40)° (38,107)°
North Dakota ____ 23,729 2.25%
1,551,000
15.29 28,562
’Source: U. S. Bureau of the Census, State Government Finances in
1967, Series G.F. 67-No. 1, U. S. Government Printing Office, Table 7,
p. 2 0 .
2Computed by dividing sales tax revenue by total personal income and
multiplying by $1 ,0 0 0 .
8Source: U. S. Department of Commerce, Office of Business Economics,
Survey of Current Business, August 1968, Volume 48, No. 8 , Table 1,
p. 14.
‘Computed by multiplying Montana total personal income in calendar
year 1966 (see 2 above) times sales tax revenue per $1,000 of personal
income. Montana total personal income was $1,868,000,000 in 1966.
Tmplied sales tax revenue per $1,000 personal income had the state
used the 3 percent rate rather than the rate in effect.
Tmplied sales tax revenue from Wyoming and North Dakota tax bases
assuming a 3 percent rate of tax.

that is, to avoid taxing sales at more than one level in the pro
duction and distribution process. The general philosophy of
state sales taxation is that the tax should be levied only on
“final” sales to “ultimate” users.
Thus, for example, sales of equipment and supplies to an
office supply firm are typically not subject to tax if the firm
intends to sell the items to its customers. Rather, the “final”
sales of these items to the ultimate users—whether they be
households or business firms—are subject to tax. On the other
hand, sales of the same items to the office supply firm for its
own use would be subject to tax.
In most states, sales to business firms account for a large
share—often one-fourth—of total sales tax revenue. The com-
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monly held view that state sales taxes are simply taxes on
household consumption rests on a misconception.
The precise rules that govern taxability of sales to business
firms are not simple. Most states employ what is called the
component-parts or ingredient rule in determining whether
business purchases are to be taxed. If the material of which an
item is composed actually becomes a part of some other tax
able article through physical or chemical processes, the original
sale is termed a sale for resale and not taxed. Beyond this rule,
which is used in the majority of sales tax states, each state also
exempts and includes items specifically by statute.
Most sales tax states, following the component-parts or in
gredient rule, exempt business purchases of raw materials and
components; fuel used for industrial processing; feed, seed, and
fertilizer; and livestock and trees. Typically they tax sales of
industrial machines, tools, and equipment; office supplies, of
fice equipment, and display equipment; construction materials
and supplies; and agricultural machines and tools.
Available data on sales to business firms make it reasonably
easy to exclude from the estimated tax base sales of items
typically exempted from sales tax. But the data leave con
siderable uncertainty about the amount of two categories of
sales subject to tax—industrial machines, tools, and equipment,
and construction materials and supplies. Our estimates for
these categories are subject to a statewide margin of error.
Services—General. Sales of services to business firms are
typically exempted from tax, and therefore are not included
in the representative tax base. Services sold to households for
personal use are typically included and are in the estimated
base of the representative tax. Sales of accounting services
however, are excluded from the base; they are typically not
taxed no matter who buys them.
Sales of Goods Subject to Excise Tax and Sales of Utility
Services. Special exemptions are frequently accorded to sales

of items subject to particular state excise taxes. Typically
sales tax states do tax sales of alcoholic beverages and cigar
ettes, but exempt sales of motor fuel. In addition, special Pro
visions are usually made for utility services. Typically sales
of gas, electricity, and water are exempted, but sales of tele
phone and telegraph services are taxed. The estimated reoresentative sales tax base follows these customs.
Food, Medicine, and Drugs. About two-thirds of all sales tax
states tax sales of food, including restaurant meals, and sales
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of medicine and drugs. Accordingly, the estimated base of a
representative tax includes sales of food, medicine, and drugs.
Total Tax Base and Yield. Table A-3 shows the estimated
base of a representative sales tax base for the 1969-1971 bien
nium. According to these estimates, the representative sales
tax base for Montana would lie between $1.3 and $1.4 billion
during the period covered by the upcoming biennium. A sales
tax at the “typical” rate of 3 percent would yield $80.6 million
over the biennium.

The Tax Proposed by Governor Babcock
Governor Babcock has advocated passage of a state sales tax.
The tax he has proposed differs from the representative tax just
discussed in several important respects. It is our understanding
that the proposed tax exempts sales of food and liquor for offpremises consumption, prescription drugs, and farm machinery.
AH of these items are included in the representative tax base
shown in Table A-3.
Table A-4 shows estimates of these sales for the 1969-1971
biennium, together with estimates of the revenue to be lost by
exempting them from a 3 percent tax. Assuming that a Mon
tana sales tax conformed in all other respects with the repre
sentative tax, the estimated yield for the biennium is $63.7 milion, 21 percent below the estimated yield of the representative
tax.

Conclusion
This paper has presented estimates of the additional revenue
to the State for the 1969-1971 biennium from several alternative
changes in the tax structure. Our analysis indicates that Mon
tana could realize $41 million more from the individual income
tax by using the present set of tax rates, if the present 5 percent credit against tax liabilities were abolished and the de
ductibility of federal income tax on state returns were dis
allowed.
A representative” sales tax levied at 3 percent would acI1u •°Ur ■estimates> yield nearly $81 million over the
1909-1971 biennium, while the tax advocated by Governor Bab
cock, which would exempt food, liquor, prescription drugs, and
farm machinery would yield nearly $64 million.
We have not attempted to evaluate these alternatives in this
report. Estimates of revenue such as those presented here are,
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of course, only one of the many ingredients of a complete
analysis. It is our hope, however, that these estimates will help
to reduce somewhat the confusion that pervades discussion of
possible state fiscal policies in the years immediately ahead.

54

MONTANA BUSINESS QUARTERLY

APPENDIX

I. Income Tax
Growth of Taxable Income—Present Law
The first column of Table A-l shows total taxable income on
Montana individual income tax returns for 1961-1966, the only
years for which such data are available. As the table indicates,
total taxable income rose during each of the five years 19621966, but the percentage rate of growth was very erratic.
It should be possible to relate the growth of the income tax
base to various indicators of economic activity for the state. We
explored several of the more obvious approaches, however, and
found they had little explanatory power. Although it seems
probable that intensive study would shed considerable light on
the problem of forecasting the tax base, we concluded that
none of our approaches did.
Lacking data for more accurate forecasting method, we fell
back on projecting simply on the basis of past changes. The
rate of growth is more steady over two-year periods than over
single years, as the table shows. During 1963-1964, the tax base
grew by an average of 7.6 percent per year. During 1965-1966,
it grew by 11 percent per year. Although no data are available
for 1967-1968, tax collections for fiscal years 1967 and 1968 indi
cate that taxable income has been growing at about 8.4 percent
per year (see footnote 1, Table A-l).
During the period covered by Table A-l, the growth of tax
able income has doubtlessly reflected, in part, the very rapid
growth of economic activity nationally. But increasingly over
the period, increases in Gross National Product have reflected
rising prices as well as increasing physical output. This mounting price inflation is likely to be one of the most important
factors influencing national fiscal and monetary policies in the
period immediately ahead. We think it likely that the years
1969, 1970, and 1971 will be characterized by some moderation
of the rate of increase in G.N.P. This, if it occurs, will reflect
both a dampening of inflation and a slower rate of increase in
physical output.
If this happens, it seems likely that the growth of Montana’s
taxable income base will also moderate somewhat from the
recent pace. Accordingly, we have forecast an annual rate of
growth of 7.6 percent, the actual growth rate for the two year
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period 1963-1964, but somewhat below the rate of increase for
more recent years.
We do not feel particularly confident about this projection.
It is simply our best estimate. Others may wish to substitute
their own estimates for ours, and amend the projected tax
bases for 1969,1970, and 1971 shown in Column (1) of Table A-l.
Increase in the Effective Rate of Tax Due to Normal Growth

The growth of total taxable income is only one of the deter
minants of the “natural” growth in tax collections. The other
is the increase in the effective rate of tax, defined as the per
centage that total tax liabilities bear to total taxable income.
In each year since 1961, average taxable income per return
has been higher than it was in the preceding year. Because the
income tax is gradual this means that in each year, as the dis
tribution of taxable income shifts toward the higher brackets,
the effective rate of tax increases.
Furthermore, because the tax rate schedule was changed in
1967, the data on actual tax liabilities for 1961-1966 are not
comparable with figures for later years. However, the State
Board of Equalization has compiled data on taxable income by
present taxable income brackets for taxable year 1966. This
permits calculation of a “hypothetical” effective rate of tax for
that year using the current schedule of tax rates.
It is to be expected that the effective rate of tax for later
years will be higher than the “hypothetical” rate for 1966 as
average income per return continues to increase. Average in
come per return grew at an average annual rate of 6.0 percent
between 1961 and 1966. We have assumed that this rate of
increase will continue from 1967 through 1971. Given this
assumption, it is possible to project the distribution of taxable
income by taxable income brackets for the years 1967-1971.
The projection is based on a method of graphical extra
polation that assumes that the relative distribution of income
does not change. This assumption is in keeping with the find
ings of numerous studies of income distribution, which indi
cate that the relative distribution (in other words the per
centage share of income realized by a given percentile of
earners) changes very slowly.
The projected effective tax rates were obtained by multiply
ing the projected percentage distributions of taxable income
by taxable income brackets by the marginal tax rates for each
bracket and summing these weighted bracket weights The
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projections shown in Table A-2 imply that, on the average, the
effective tax rate rises at an average annual rate of 2.2 percent
per year from 1967 through 1971.
Tax Liabilities by Taxable Years—Normal Growth

To obtain projected income tax liabilities by taxable years,
before allowing for the 5 percent tax credit, the projected total
income tax base for each year 1967-1971 was multiplied by the
projected effective rate of tax for the same year. The results
are shown in Column (3) of Table A-l.
Tax Liabilities by Taxable Years—Elimination of Five
Percent Credit

The present law entitles each taxpayer to reduce his tax
liability by taking a 5 percent credit against his tax. Column
(4) of Table A-l shows projected total tax liabilities by taxable
years after allowing the credit.
Tax Liabilities by Taxable Years—Elimination of Deduction of
Federal Income Tax Paid

As pointed out in the text, we estimate that disallowing de
duction of federal tax paid would lead to a 27 percent increase
in state income tax liabilities. It is not practical to reproduce
here the exact method employed in making this estimate, but
the general outlines are given in the text. Column (5) shows
projected tax liabilities assuming that the 5 percent credit re
mains in effect and that deductibility of federal tax is dis
allowed as of January 1, 1969.
Tax Liabilities by Taxable Years—Elimination of Deduction of
Federal Income Tax Paid and Five Percent Credit

Column (6) of Table A-l shows projected tax liabilities by
taxable years assuming that the five percent credit and de
ductibility of federal taxes are both eliminated as of January
1, 1969.
Allocation of Receipts to Fiscal Years

The first four columns of Table A-2 show estimates of re
ceipts from the various versions of the income tax without al
lowance for the effect of the federal tax surcharge or for the
probability that all of the increase in tax resulting from any
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change made retroactive to January 1, 1969, would be received
in fiscal year 1969-1970.
Effect of Federal Income Tax Surcharge

None of the above calculations takes into account the effect of
the 10 percent federal income tax surcharge enacted by Con
gress last summer. The surcharge will increase deductions on
state individual income tax returns, thereby lowering state in
come tax liabilities. We estimate that the surcharge, which
took effect on April 1, 1968, will reduce receipts in fiscal year
1969 by about $400,000 because of increased deductions on re
turns for the taxable year 1968. Assuming that the surcharge
lapses, as scheduled, on June 30, 1969, we estimate that the in
creased deductions of federal taxes paid in taxable year 1969
will reduce state income tax receipts in fiscal year 1970 by
$700,000.* The latter loss of revenue would not occur, of course,
if deduction of federal income tax were disallowed as of Jan
uary 1, 1969.
The last four columns of Table A-2 show projected individual
income tax receipts for fiscal years ending June 30, 1969
through June 30, 1971, after allowing for the effect of the sur
charge.
Timing of Receipts for Taxable Year 1969

Columns (9) through (12) of Table A-2 show fiscal year re
ceipts adjusted to reflect the probability that the increase in
tax liabilities for taxable year 1969, resulting from a change
in the law retroactive to January 1, 1969, would show up in in
come tax receipts for fiscal year 1970-1971.
’If the federal surcharge is not allowed to lapse on July 1, 1969, we
estimate that state income tax revenue for fiscal year 1970 will be
reduced by a further $500,000, while revenue for fiscal year 1971 would
be reduced by $1 million.
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TABLE A-2
PROJECTED FISCAL YEAR RECEIPTS
Before Allowance For Federal Tax Surcharge
(4)

Fiscal
Y ear

1968- 1969
1969- 1970
1970- 1971

(i)
P re se n t
Law
( 000 )

$32,100
35,400
39,000

A ssum ing
5 P e rc e n t
(2 )
(3)
C redit Is
A ssum ing
A ssum ing
E lim inated
5 P e rc e n t
D eduction
A nd D eduction
C red it Is
Of F ed eral T ax
Of F ed eral T ax
E lim inated As Is D isallowed
Is D isallowed
Of J a n . 1,1969 As of J a n . 1,1969 As of J a n . 1,1969
( 000 )
( 000)
( 000)

$32,600
37,200
41,000

$34,500
44,900
49,500

$35,000
47,300
52,100

After Allowance For Federal Tax Surcharge

Fiscal
Y ear

(5)
P re se n t
Law
(000)

(8)
A ssum ing
5 P e rc e n t
(6)
(7)
C red it Is
A ssum ing
A ssum ing
E lim inated
5 P e rcen t
D eduction
And D eduction
C red it Is
Of F ed eral Tax
Of F ed eral Tax
E lim inated As Is D isallowed
Is D isallowed
Of Ja n . 1,1969 As of J a n . 1.1969 As of Ja n . 1,1969
(000)
(000)
(000)

1968-1969
$31,700
$32,200
1969-1970
34,700
36,500*
1970-1971
39,000
41,000
*36,600 if calculated before rounding.

$34,100
44,900
49,500

$34,600
47,300
52,100

Assuming No Additional Revenue is Realized
During Fiscal Year 1968-1969

Fiscal
Y ear

(9)
P re se n t
Law
(000)

1968-1969
1969-1970
1970-1971

$31,700
34,700
39,000

(12)
A ssum ing
5 P e rc e n t
(10)
(11)
C red it Is
A ssum ing
A ssum ing
E lim inated
5 P e rc e n t
D eduction
A nd D eduction
C red it Is
Of F ed eral Tax
Of F ed eral T ax
E lim inated As Is D isallowed
Is Disallowed
Of J a n . 1,1969 As of Ja n . 1,1969 As of J a n . 1,1961
(000)
(000)
(000)

$31,700
37,000
41,000

$31,700
47,300
49,500

$31,700
50,200
52,100

Notes:
Column (1) derived from Table A-l: Sum of Column (1) x Column
(2) x .25 x .95 for taxable year beginning during this fiscal year, and
Column (1) x Column (2) x .75 x .95 for taxable year ending during
this fiscal year, rounded to three significant digits.
Column (2) derived from Table A-l: 1968-1969—sum of Column (1) x
Column (2) x .25 for taxable year 1969, and Column (1) x Column
(2) X .75 x .95 for taxable year 1968, rounded to three significant digits.
1969-1970 and 1970-1971 —sum of Column (1) x Column (2) x .25 for
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taxable year beginning during this fiscal year and Column (1) x Column
(2) x .75 for taxable year ending during this fiscal year, rounded to
three significant digits.
Column (3) derived from Table A-l: 1968-1969—sum of Column (1)
X Column (2) x .25 x .95 x 1.27 for taxable year 1969, and Column
(1) X Column (2) x .75 x .95 for taxable year 1968, rounded to three
significant digits. 1969-1970 and 1970-1971—sum of Column (1) X
Column (2) x .25 x .95 x 1.27 for taxable year beginning during this
fiscal year, and Column (1) x Column (2) x .75 X .95 X 1.27 for
taxable year ending during this fiscal year, rounded to three significant
digits.
Column (4) derived from Table A-l: 1968-1969—sum of Column (1)
X Column (2) x .25 x 1.27 for taxable year 1969, and Column (1) x
Column (2) x .95 for taxable year 1968, rounded to three significant
digits. 1969-1970 and 1970-1971—sum of Column (1) x Column (2) X
.25 x 1.27 for taxable year beginning during this fiscal year, and Col
umn (1) x Column (2) x .75 X 1.27 for taxable year ending during
this fiscal year, rounded to three significant digits.
Column (5) fiscal year 1968-1969—Column (1) minus $400,000; fiscal
year 1969-1970—Column (1) minus $700,000; fiscal year 1970-1971—
same as Column (1)
Column (6) fiscal year 1968-1969—Column (2) minus $400,000; fiscal
year 1969-1970—Column (2) minus $700,000; fiscal year 1970-1971—
same as Column (2)
Column (7) fiscal year 1968-1969—Column (3) minus $400,000; fiscal
years 1969-1970 and 1970-1971—same as Column (3)
Column (8) fiscal year 1968-1969—Column (4) minus $400,000; fiscal
years 1969-1970 and 1970-1971—same as Column (4)
Column (9) same as Column (5)
Column (10) fiscal year 1968-1969—Column (6) minus $500,000; fiscal
year 1969-1970—Column (7) plus $500,000
Column (11) fiscal year 1968-1969—Column (7) minus $2,400,000;
fiscal year 1969-1970—Column (7) plus $2,400,000
Column (12) fiscal year 1968-1969—Column (8) minus $2,900,000;
fiscal year 1970-1971—Column (9) plus $2,900,000

II. Sales Tax
The data used in making the sales tax revenue estimates fell
into three major taxable groups: (1) retail sales; (2) purchases
of services; and (3) purchases of producers’ durable equipment.
Each of these major groups were subdivided into smaller cate
gories which in turn were divided into subcategories. This was
done to allow appraisal of the impact of inclusion and exclusion
of a wide number of items. The smallest categories are not in
cluded here, but are available upon request.

REVENUE POTENTIAL OF TAXES

61

Retail Sales Category Estimate

The most useful data available for estimating retail sales
appears in Sales Management—the marketing magazine.2 The
main methodological problem in using this data is that of pro
jecting total retail sales into the future. The methodology used
is as follows: (1) U.S. total personal income was projected;
(2) based on the projection of U.S. total personal income and
a statistical relationship between U.S. and Montana total per
sonal incomes, Montana total personal income was projected;
(3) a statistical relationship between Montana total personal
income and total retail sales was obtained and used to project
total retail sales through 1971; (4) the projected annual total
retail sales were distributed among the categories of retail
sales according to the percentages existing in 1967; and (5)
amounts of retail sales in each category were again subdivided
into subcategories.3
Services Category Estimate

The methodology used to project the services trade is more
arbitrary. The procedure is as follows: (1) the items to be
included and excluded were determined and the total revenue
for included items was determined for 1958 and 1963;4 (2) the
compound annual growth rate was determined to be 3.7 percent
per year for sales of those services that were included; (3) this
compound annual growth rate was used to project the services
trade base through 1971; and (4) the total base was distributed
among the major categories and subcategories according to
their distribution in 1963.
-Sales Management, Inc., makes annual estimates of retail sales by the
use of related data (population, bank debits, department store sales
income and sales taxes where available) in 2,000 key counties repre
senting 95 percent of retail sales. They report a degree of error of 2 7
percent based on the Censuses of Business for the states. Thev fo llo w
Bureau of the Census definitions.
All statistical procedures, data, and equations are open to inspection bv
anyone interested.
J
‘The data for 1958 and 1963 appear in U.S. Bureau of the Census
Census of Business, 1963, Selected Services, Montana, BC 63-SA-28 on'
28-6 and 28-7. To our knowledge this is the best data available on
services trade in Montana. In the estimate of the representative sales
tax services inclusions and exclusions were determined following
Daniel C. Morgan, Jr., Retail Sales Tax—An Appraisal of New Issues
Chapter VII, pp. 120-139.
issues,
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Producers’ Durable Equipment Purchases Estimate

The method used to estimate the tax base for purchases of
producers’ durable equipment in Montana is as follows: (1)
the items to be included or excluded were determined and the
tax base was computed for the period 1962 through 1967 ;5 (2)
the compound annual growth rate of purchases of producers’
durable equipment in Montana was estimated to be 7.16 percent
per year; (3) the compound annual growth rate was used to
project the value of purchases of producers’ durable equip
ment in Montana through 1971.
"Data on sales of commercial and industrial machinery and equipment
are very scarce for Montana. The best procedure we could find was to
take a fraction of the purchases of producers* durable equipment na
tionally to get purchases by Montana producers of durable equipment.
We also assumed that a large share of the nondurables purchased by
producers in Montana would either be exempt or be purchased at retail
outlets.
TABLE A-4
SALES TAX BASE AND SALES TAX REVENUE
FOR FISCAL YEARS 1969/1970 AND 1970/1971;
PROPOSED MONTANA RETAIL SALES TAX
T a x B ase
1969/70
(000)

1970/71
(000)

B iennial
Total
1969/71
(000)

Total (Typical)1 ........... . ...$1,328,017
Exclude:
Groceries ................ .... 198,616
Prescription Drugs ...
1,366
Package Liquor __
22,213
56,460
Farm Machinery ....

$1,361,434

$2,689,451

202,406
1,392
22,637
57,538

401,022
2,758
44,850
113,998

Total (Proposed)2 _$1,049,362

$1,077,461

$2,126,823

T ax

Revenue

B iennial
Total

1969/70
(000)

1970/71
(000)

1969/71
(000)

Total (Typical)1 __________ $39,800
Exclude:
Groceries
____ 5,960
Prescription Drugs
40
Package Liquor ......
670
Farm Machinery
____ 1,690

$40,820

$80,620

6,070
40
680
1,730

12,030
80
1,350
3,420

Total (Proposed)2 ___ $31,440
$32,300
$63,740
Bee Table A-3.
"Base and revenue from proposed retail sales tax in Montana.

